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PROCEEDINGS

CHAIRMAN COOK: Good morning. I would like to call
to order the 97th meeting of the National Petroleum Cohncili
You have before you a copy of this morning’'s agenda.

As usual, we have a very good turnout, and I
suggest that we dispense with the calling of the roll. If
there is no objection, the check-in outside will serve as thg
official attendance record of this meeting. If you haven’'t
checked in before the meeting, please do so immediately
following adjournment.

G; | Now I would like to introduce the persons seated at
the head table. On my far left is Ken Derr, Chairman of thé
Nﬁc Committee on Refining. Next to Ken_is Bob Gentile,
Assistant Secretary for Fossil Energ A Mext is Bob
McClements, Chairman of the NPC Committee on Emergency
Preparedness.

On my far right is Marshall Nichols, Executive
Director of the Council. Next to Marshall is Frank

hardson, Chairman of the NPC Committee on Natural Gas.

A;ké is Ray Hunt, Vice Chairman of the Council.

On my immediate right is the Honorable James D.

Watkins, Secretary of Energy. We're very pleased that he’s
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joined us this morning.

Our first item of business is to hear from Admiral
Watkins. In addition to the situation in the Middle East,
many important events are occurring in the energy arena. The
supply/demand outlook for the 1990s will be significantly
shaped by these events, and we look forward to hearing the
Secretary's perspective on these matterg.

Ladies and gentlemen, it‘’s my pleasure to present
to you the Honorable James D. Watkiﬁs, Secretary of Energy.

prplause.]

SECRETARY WATKINS: Thanks very much, Lod. 1It's an
honor élways for me to be with the Natiénal Petroleum
Council, and you’ve done a lot for me here in recent weeks.
I'11 talk a little bit more about that later, and I ;ppreciate
all of the tremendous effort that the Council has put into
giving me the very best advice they can on oil and gas
matters.

Well, Operation Desert Storm is barely a week old,
and while there are surely going to be some tough times
éhead, initial results have been gratifying. Militarily, the
operation is obviouély proceeding according to careful plan.

The brave men and women of Desert Storm, a force drawn from
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28 different nations, are fighting with skill and determina-
tion to liberate Kuwait. They’re also fighting with state-
of-the-art equipmentiand technology to advance our cause and
minimize césualties..

It’'s interésting for me to have gone through a
period when we were éccused by so many as putting too much
emphasis on sophistigated technology, and to see the payoff
now for those years of investment in the best of American

?Eégstry, I think is a very rewarding situation, certainly as

T view it. We were criticized and criticized and criticized,

and now Patriots workg(%%}ise missiles work, precision
bombing works, and the results are displayed to the world.

I believe that it showed great sensitivity on the
part of the President, on the part of the United States, that
when we say minimize casualties, we mean minimize casualties,
certainly to our own troops but, just as importantly, to
innocent civilians on the other side. So they have our
fullest support and our continuing prayers for a successful
mission and safe return to friends and families. |

As a nation, we can take great comfort in the
President’s experienced leadership. As a member of the

Cabinet, I have watched at firsthand his impressive efforts
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in-building the multinational coalition now arrayed against
Saddam Hussein. The President has shown both toughness and
combassion. Unwilling to compromise on principle or give any
groﬁnd to the aggressor, he nevertheless went the extra mile
and pursued all possible diplomatic avenues in the search for
a péaceful and just solution before hostilities commenced.
Finally, when war came, the coalition was truly united and
superbly prepared.

We can also be encouraged that, at the outbreak of
hostiiities, 0il prices did not soar, as so many had forecast.
In fact, as you well know, quite the opposite occurred. I
just put together a few things this morning.

The L.A. Times: "The price of oiI could explbde to
as much as $100 a barrel if war breaks out.”

The Washington Post: “"There’s a br&ad—based
consensus that the onset of war would trigger a sharp spurt
in oil prices, perhaps to as high as §$50 a barrel, and a
mini-crash in the stock market.”

Time Magazine: "The price couid go up to $50,
maybe up to $60, if Iraq succeeds in halting the flow of o¢il,
maybe $100 a barrel if war commences."

Associated Press: "Crude oil prices doubled to
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around $40 a barrel soon after Iraq’s invasion but have
fallen to as low as $29, but if war breaks out they could
shoot up to as high as $100 a barrel.’

Reuter’s: "The price may shoot up to $100."

So pretty soon it was obvious to me that we had
brewing a self-fulfilling prophecy. If we asked enough people
on the street, they would all repeat $60‘to $100, $60 to
$100. So we decided to do everything we could to do something
about that and try to defeat the self-fulfilling prophecy
that we felt would be totally unfounded on the real supply of
0il in the inteinational market.

But the opposite occurred, as I mentioned, and it
was no accident. It was the result of significant initial
military successes and a great deal of planning and inter-
national cooperation beforé.outbreék of hostilities.

I was in the Middle East last month and spoke
frankly with both Saudi and U.A.E. leaders as well as to
General Schwarzkopf. My purpose was twofold: First, to
determine firsthand thét, even in the event of hostilities,
the o0il fields were going to‘be able to continue. to operate;
and, second, to ensure that the Department of Energy had

effective channels of communications with Saudi and U.S.
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officials there. And we wefe successful on both counts.

Saudi and U.A.E. fields and facilities are well
protected against military threat and will continue to
produce, in my opinion. The Saudis have top-rate operating
and security personnel in place. The multinational force is
well positioned to help defend them, as has been‘evident by
the recent downing of the Scud miésiles as they approached
Dhahran. And thorough predautions have been taken there
against the threat of terrorism. We’'ve seen no terrorist
acts to date that would indicate a threat to those fields.

Here at home, we’ve also seen a real effort and
commitment to the public good. The petroleum industry was
responsive to the President’s call for increased domestic oil
production. It’'s up beyond prior plans by some 150,000
barrels a‘day and will be up another 150,000 barrels a day by
the end of the year. And I think you‘re well aware of all of
the various initiatives that we have worked with you on try
to accbmplish those objectives. And we have more work to do.
It's-under way, and I think we’ll be successful.

We also appreciated the responsible way industry
acted in the face of the quick run-up in crude prices after

August 2nd. Your restraidéé{)n passing crude costs too
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rapidly into the retail market showed special sensitivity to
consumer interests, despite some of the media comments to the
contrary. I‘ve said that publicly. I believe it. I work
with you, I talk to you, and I know your special sensitivities
to the American public. ;

Consumers, too, have done their part. Consumption
in the U.S. is down about 5 percent from the same period last
year and worldwide down about 2.5 percent, while supplies are
slightly above pre-invasion levels. In fact, we’re worldwide
about 195 million barrels above the four-year average.

Still, ﬁo hedge against even the possibility of a supply
shortage, the International Energy Agency acted last week at
the outset of hqstilities to make an additional two million
barrels of oil a day available to the market. As part of
this coordinated effort, the U.S. will draw more than 33
million barrels of oil from its Strategic Petroleum Reserves
in theé?}uth, 1.1 million barrels a day over the 30-day
period.

Now, some have raiéed.a question as to whether or
to what extent the sale should proceed as planned by the IEA
nations, in view of results to date. These issues were

raised after the first days’ dramatic drop in oil prices which
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defied predictions of pundits. Well, I do not believe that a
couple of days of market activity should be the sole criteria
for decision-making regarding the SPR drqég%;;%. In fact, a
steady hand on the tiller at this juncture in the campaign
seems to me to be very prudent.

In fact, as a part of its plan, the IEA agreed to
convene a governing board meeting within 10 days of activation
of its plan. The IEA will hold this meeting on next Monday
to assess the situation and decide on any modifications to
the coordinated plan. John Easton, who is here with me this
morning, our Assistant Secreﬁary for International Energy,
will attend as one of the two(j;;grnors from this country.

The potential for a shortfall of oil, not the fact
that the prices dropped, will determine the IEA response. I
don‘t envision any change in course bleEA nations unless
circumstances dramatically change, and in the right direction,
over the next few days. We can talk about that, but if you
think that scenario through, I think you’ll agree with me

that urn off and on a spigot--which is not the way the SPR

rocess works--could be the very worst thing to do
dépending on other events that might be coincident with any

decision to turn off the SPR dra at this juncture.




mc

MILLER REPORTING CO., INC.

307 C Streer, N.E.

11

Regarding current SPR d aqé%bw plans, President
Bush has directed the Secretary of Energy to waive provisions
of the Jones Act so that tankers will be available to move
SPR 0il to refineries and ports all along our coast as
needed, those tﬁat are deprived access to our sole pipeline.
Both use of the serve and the Jones Act waiver were
recommendations in your@ort@m.roleum ouflook report,
And, of course, I stole that from you early, and I asked Lod
to allow me to use some of its contents, recognizing that you
stili hadn't had final deliberations that you expect to have
£oday. But they were important to me to know just what the
industry felt about this package deal, particularly in the
aftermath of the ﬁest draw lastrfall.

Now I’'m asking you for another good deed. Help me
get the right messagé out to the American people in the days
to come. The world oil supplies are fully adequate today.
World demand is dropping. Strategic reserves are moving into
the market, and there still has been no significant damage to
production capaéity in the Persian Gulf. Of course the
threat remains, but it seems to me to be well managed at this
point, as we predicted.

This is a message we must repeat and repeat
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because, as you know--and I know too well as well—

consumer confidence is vital. And while we don’t have an oil
supply problem now, irrational consumer behafior could create
one.

For example, in 1990, motor gasoline in the U.S.
was supplied at an average rate of 302 million gallons a day,
and now we have roughly 185 million paséenger vehicles and
small trucks registered in the U.S., so that if every dri
panicked and decided to top off by just two gallons on the
same day, the demand would .soar to 370 million gallons. And,
of course, on £hat day there might be a shortage, but not a
real market shortage, a behavior-induced shortage, however.

The same éituation applies to the pricing of crude
oil and products. If we witness trader panic in any given
momeﬁt, éarticularly if we are faced with some unsubstantiated
report--for example, about a rumored attack on or fire in a
Saudi oil field--we could see a quick spike in prices. Not
because of a real supply shortage but because of instant and
rumér-inspired behavior.

We’ve known from the beginning that the key to
building confidence and avoi&ing panic is credible information

flow to all users, precise, real-time information that can




mc

MILLER REPORTING CO., INC.
507  Sueet, N.E.

13

validate facts and guell rumor. This is why at the Department
of Energf we’'ve been working for many months to improve our
ability to communicate with the Saudis and U.S. officials in
the region and then to get accurate information out quickly
to all 50rnor:$,r to@eral and@ate energy officials,
and to the media, as well as the American people. We have
installed state-of-the-art equipment put an effective network
in place, énd it was fully operative on the 15th of January.

ég@ is now in a position to confirm information
directly with officials on the scene and then get the correct
information out quickly. We are manning an emergency
operations center 24 hours a day. We have our own persons in
Dhahran to monitor events in the most exposed Saudi oil
fields. We have some of your retired colleagues in our
offices helping us, those that have_worked with Saudi Aramco
and know the fields and know what is chaff and what is wheat
in the reports as they come in to us. They have been a
tremendous help to us in giving us advice in the absence of
any ability to call up either tempdrary or NDER assistance
from you.

We fax oil data daily to members of Congress, to

every<§;;Lrnor in the nation, and toééi}te energy officials
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to help calm fears. All of this is designed to provide the
nation’s decision-makers and all our citizens with accurate,
real-time information and to try to do everything we canito
stop the rumors. |

For example, one rumor said that Lloyds of Lon&on
would no longer insure tankers in theéggﬂf, a rumor we féund
to be completely untrue and one which we quickly debunkeq.
As a matter of fact, this morning we had confirmation with
notice to mariners going ocut in the region that everYone is
now satisfied, that they understand the rationalization of
some of the problems that they were facing out there, some of
the rumors that had been even put out by some of ole, :
and we find now that that has completely calmed down. And
tankers are now.moving, and we don’t even have to usé some of
the shuttle services that are still available in the region
to move-from one port to another. So everything from Jubail
south is wide open with minimum risk to shipping.

Another rumor stated that an Iraqi missile had
taken out a Saudi refinery. ' This rumor, again, was untrue.
fhough the missile managed to hit a 260,000-gallon crude

storage tank, it didn't damage a refinery, nor did it affect

0il export flow. In fact, our daily reports, what we call
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the Black Gold Message System, is giving us accurate data on
refinery operations, oil flows, production--every single
aspect of the Saudi Arabian oil field oberation. And this
gives us a very good feeling that when we’re called by NYMEX
or other interested parties, we can confirm factual data.
And if the rumors are true, then we’ll face up to it, and
we’ll be able to deal with that. We can manage so many of
those situations with Strategic Petroleum Reserve assets, and
that’'s what we’re doing.

In the past weék, a momentous week, we have seen

impressive military actions by our troops, in concert with

others in the multinational force. And we have also seen a
high level of international coordination to maintain stability
in the world oil market. Certainly this is my first venture
into the interesting world of oil, and I can tell you that

the cooperation internationally has been superb, and certainly
with all of you. And we tend to come to you from time to

time to even validate the ground truth that we think we have
from other sources, because you have so many linkages into

the Middle East and your experiences there are very important
to us to keep us on the straight and narrow on these issues.

In addressing the nation last week, President Bush

MILLER REPORTING CO., INC.
307 C Sueer, N.E.
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said that "When we are successful--and we will be--we have a
real chance at this new world order, an order in which a
credible United Nations. can use its peacekeeping role to
fulfill the promise and.vision by the U.N.'s founders."

So this is a fime of challenge, but it's also a
tremendous opportunity for us to find ways to realize the
President’s vision of a new world order for a new century, a
world where the rule of law, not the law of the jungle, as
the President has stated, governs the conduct of nations.

And certainly I found in my frip to the Middle East a very
sincere belief on the part of the responéible Arab leaders
there that status quo ante was not good enough, and they all
recognize that. So we have a tremendous oﬁportunity ﬁere—-and
with restraint, incredible restraint shown by the Israelis
here recently, that shows again that the coalition is hanging
together, and hanging together very well. So we have new
opportunities here which I think can be exciting for the long
haul for all nations of the world.

So let me conclude by thanking the NPC once again
for the fine work you’ve done and your unhesitating support
during the pést difficult months. Over the years, you have

made many contributions to our nation’s well-being, but I
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think none more important than your fine response in the
present crisis--the real reason why we need the National
petroleum Council.

I especially appreciate being able to call on you
at shortjnotice, as I've done here in the last few weeks, and
know th&t I will receive your best efforts and judgment as
exemplif}ed in the two reports you’re délivering today on
energy emergeécy preparedness and short-term petroleum
outlook. They have arrived at a very crucial time for our
country and are very useful to me.

I also know that some of you have sons and
daughters, relatives and friends, serving in our armed forces
in thef, and you should be deeply Proud of them. They're
doing a superb job in supporting a cause that is just and
right. And because of them, we will prevail and tﬁen
commence this aggressive search for the hoped-for new world
order of which the President speaks, one that’s desperateiy
needed in that difficult but vitally important region of the
world on which so much of mankind relies. |

So thank you for your work. God bless you in it,
and God bless the United States of America. Thank you.

[Applause.]
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CHAIRMAN COOK: Thank you, Mr. Secretary.

Secretary Watkins indicated he’d be happy to take
some of your questions. Please identify yourself for the
record when you ask your question.

MR. WOOD: Mr. Secretary, I‘'m Dalton Wood, an
independent from Shreveport, Louisiana. As I gather, the
reason for the selling of the oil from the Strategic Petroleum
Resers primarily because of media predictions of dire
consequences in case war broke out. You state that you
shouldn’t turn this off and on, but we independents would be
very gravely concerned if it appeared that we are trying to
drive the oil down to some specified very low price which
would be far lower than we could economically survive with.
We sort of subscribe to the theory that if it is not broke,
don‘t fix it, and we hope that you woﬁld take into con-
sideratio the price starts falling, that we won’'t
continue to drive that price down to the despair of all the
independents who are trying to survive.

SECRETARY WATKINS: Weil, let me clarify one point.
In the first place, we did not initiate the SPR to drive
prices down, nor did we do it because of the threats from the

press. I was merely pointing out that all of the predictions
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were in the wrong direction, and it gives you an idea of how
the world works. And I have just merely pointed that out for
other purposes.

We went into this with all IEA nations agreeing
that there was the potential for significant oil disruption.
Nobody knew how to read that crystal ball that clearly a week
before hostilities commenced. So it was agreed to in the IEA
that this met all the criteria of all the 21 participating
nations and the other three nations that joined us from the
European Community that this was the prudent thing to do.

And it wasn’t just because of the predictions of the press.
It was because there could be a significant disruption of oil
fiow.

You ail have looked at the charts of oil production
and delivery to markeﬁland know that we were nominally a
million barrels a day above the pre-August 2 levels.

However, that was a bit fragile. We were pushing refineries
and our operations to the limit in some areas, including in
Saudi Arabia. So'while we were working at a nominal rate
that was equivalent to that prior to August 2, there’s still
some tightness in the system. And with all the other

unknowns and the threats from Saddam Hussein, it seemed to me
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to be very wise and all nations agreed that we should do this.

Now, does that mean it goes on forever? No, of
course not. And if at this meeting a discussion is held on
what might be the situation and outlook towards a second
draw, I think today with the facts we have in hand and
without any changes between now and the time the governors
meet on Monday, in general, for the supply, then I do not see
the governors coming out wifh a second draw. I don’'t see
that that’s necessary at all because we have now proven the
ability of our forces, in combination with all the other
multilateral forces in the région, to do the job.

We are not in the business of controlling the
prices, and we have to walk on some eggshells on that. In
this particular case, the prices came down. Nobody was
predictind that the priées would come down. In fact, you all
froze some.things thinking they would go up, to try to show
that you were good citizens. So I believe there was a
general feeling that they would probably go the other
direétion, but that wds not driving our actions.

We made it very clear in the IEA meeting, we made
it very clear in all the interagency discussions that that's

not our role. Obviously, if the world market is adequate and
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being protected and there is no threat and we don’t see any
downstream threat, then clearly we’re not going to be drawing
the SPR down.i'However, once having made the decision of
going out for'bids in this country and trying to predict the
unknowns in that region, where this dictator has now ignited
Kuwaiti fieldg for some reason--nobody knows quite why. It
doesn’t seem tp make any sense from either a military
defensive point of view, and it certainly doesn’t make the
world happier,'nor does it turn off the war. So what is he
doing it for? 1Is there going to be nuclear winter with it?
Absoclutely not.

Somé oflthe experts, sp-called experts that are
predicting these things, are playing right'into‘his hands
because these are the kinds of emotional responses which a .
person like Saddam Hussein has. 1It’s absolutely prepostérous
to do what he’s doing. He will have to pay for that even-
tually. The restoration of Kuwait is going to be his expense
under the U.N. resolutions. Therefore, he’s going to have to
pay for it. So why do you shoot yourself in the fAOt? And
why that would even affect prices on the market--we don't

think it did yesterday. 1In fact, it went up €o%2418 fester-

day. It was far more technical trading issues up there at
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this time of the month than it was any threat to those
Kuwaiti fields.

So I believe we’re doing the right thing in the

IEA. I think that we’ll have a good debate on Monday, and

barring any major changes in the posture, I don’‘t see any

need to do other than keep a steady hand on the tiller and go

ahead. We're not anxious in driving the price down to some

preposterqusly low level suddenly by SPR action. That is not
our role. We don’t consider us to be intervenors in the
market process. And we try to walk that line very, very
carefully so that we’'re not even perceived as doing that kind
of thing. Certainly that was not our intent on this draw.
on ‘independent Frem Cb\!u-g-\mJLq;gé..-,a_

MR. GRAHAM: Mr. Secretary, I am John Graham?
Would you comment on the status of the national energy
policy, and are there any elements of it iﬁ which a consensus
might be reached?

SECRETARY WATKINS: We have completed five Economic
Policy Council meetings, two of which were with the President.
All the issues have been put on the £able, all options have
been presenﬁed, pros and cons, and the final package is

before the President.

When I was asked this question before, I say that,
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one, as Secretary of Energy, in order to keep my jobj I™am

not going to beat on the President for timing on the energy
strategy. He has enough on his plate right now and he doe$
not need to have a lot of pressure on this.

Most of all the options have been in the public
domain. We have had debates with you, we have had presenta-
tions with the governors’ energy officers, we have had
meétings with the "greens," with everybody on these various
options. They are on the table. There are 25 bills on the
Hill on energy. More than half of those are already on the
table, more will be coming, and my feeling is that if we can
find some time in here on the President’s schedule in the
near time frame, that we will be able to have this arrive on
the Hill coincident with the budget(f%g:zk not saying it 1is
going to be at that time. Tﬁat is my desire, but whether we
can make it, with all of the other attention that the
President has to devote to the current crisis, I am not sure
yet.

Bt

~ hink we have got a good strategy, I think it is

balanced, I think it has carried out all of the President’'s

objectiIt has been a strategy in consensus buildihg

across theion, listening, and obviously we have some
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controversial issues, but they have been controversial in
this country for years. This is nothing new.

We talk about alternative fuels, how far do we go in
that. We are talking about removing some of the tax burdens
on utilities that are pushing efficiency in conservation,
where the IRS has made certain decisions. Those are all
controversial, because any time you touch revenues, you touch
some sensitive nerves, some ofAthe economists.

So, we have gone through that final debate and we
will see how it sifts out in the next week or so, and
hopefully we can meet our objective of having it arrive with
the budget, because obviously there are many items in our
particular budget this year that are related to a close
linkage to the@tional rgy styategy, some of wﬁich we can
predict very-nicely, because we have a very, very large
number of our options in consensus, and I do not think those
are the questions, so those are clearly supported in our
budget.

- Others are not necessarily DOE budget-related
issues, but they are very contentious issues, depending on
which side of the coin you are interested in. 5o, we are

watching those. I think we have got someé very good meeting of
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the minds on some of those issues, particularly regarding
alternative fuels, so that we are not extreme, but, rather,
right down the center, I think, of compromise in a conserva-

tive way that will satisfy the large majority, when it comes

out.
CHAIRMAN COOK: We have got one back here.
MR. KENNEDY: Mr. Secretary, I am Art Kennedy, from
Alaska. n_£allow up on that gquestion, what is your prognosis
ANWR
on thd-_Anwar debate that is coming up in Congress, and what is

theinistration’s position on that?

SECRETARY WATKINS:. Well, the President has said in
the past, and I do not think it is a surprise to anyone, that
he feels very strongly that the Arctic National Wildlife

Refuge should be made available for the United States to take

advantage of the over 3 billion barrels of reser{é%;hat we

know to be there. It could be higher than that, as you know.
So, the leasing process on that, if it were started
early, would be very helpful, not only for the additional oil
supplies coming in at -the turn of the century, but just as
importantly, the revenues to support the other energy demands
on the country at the time wheﬁ we have significant budget

deficits.




jt

MILLER REPORTING CO,, INC.

FY.L B o0 -, Y i

26

So, we think it is very important that the non-
ANWE

restricted OCS that| Aawar hat the enhanced oil recovery
initiatives that we have going with private industry and some
more research in these areas are very vital, and they will be
solid centerpieces, because one of the things we did learn in
the energy strategy that, no matter how aggressive our
renewables program is, how aggressive our efficiency and

conservation, how strong we are in research and how success-

ful we are there, that oil is right in the middle of the

i mainstream of our economic life, not only here, but around

the world in most non-producing nations, in fact, almost all
non-producing nations.

We have seen the lesser developed nations 56 far
suffer severely from this, and we have agreements with these
nations, bilateral and multilateral treaties, alliances of
all kinds. We are partially responsible for them, and so,
therefore, my feeling is that we have to play a major role in
ieading the way in the world on this balanced energy ap-
proach, and I don‘t see how we can do that and throw away the
ange, which we can manage in an environmentally sound
way.

I think so much emotion has come out of the debates
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on Exxon Valdez'and its linkage to offshore oil, which is it
ANWE

not, and its linkage to Anwar, which it is not. All of those
things have been very confused in the past, and I béiieve
that if he has done anything, Saddam Hussein has given us
some catalyst tb get our act together in theserareasiin a
balanced fashion and sift wheat from chaff out, and.stop
going after isolated pieces of the probiem and pull }t all
together in a package that has the demonstrated linkages that

are clearly there between economics, science and technology,

environment and energy needs for the Kation, and keep this

7
ug;lion on a real growth path.

So, all of these things have to be taken into

consideration and are in th?:iéﬁional(%ﬁ}rgy(%Eéategy, and I

would have to say that if I thought there was one element

that was critical for thion, it was the opening of the

ANNR
Aawar Range, in a very small area. We have been up there, we

have seen it, we know what can be done environmentally to.
protect it, and we are not going to do egregious damage to
the environment, and certainly not to wildlife up in that
region. We know how to do tﬁat, you know how to de it, and
we will do it well.

MR- Sora Hansard : If you send the energy‘plan
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to Congfess, along with the budget, would you be giving a
report at that time, or would you be doing a long report in
April? i

SECRETARY WATKINS: We havé to submit, by law, the
@:ional rgyn, as it is calledf in the law, by the lst
of April. That is a requirement on &s. We had hoped to beat
that, because we are one-year late, ;nd we asked the Congress
to please put off the 1990 version, since we were working
hard at a new plan that was much more comprehensive and
integrated, and they agreed to that, but we only have until 1
April, so certainly that is what I consider to be the
deadline for the final and full report.

As it has taken some time, because of events, to
clear the decks here before'going to press, it may well be
that we do not have the final bound neat version by the
Government Printing Office at the time the budget goes‘up,
but hopefully we will have the decisions that are necessary
to be made by the President, so that we can go to the Hill
with basically, you might say, a very strong(gg}cutive
summary, which would place all of our initiatives within the

umbrella strategy that we are proposing.

So, that is kind of the way I see it coming out,
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but we are getting very close to the point where we cannot
publish in neat form the final long version, with all of the
various appendices and all of the documentation from the
hearings. We have over 22,000, I think, pages of testimony,
we have 2,000 éocuments, some of which have been submitted by
the NPC and NPé members and other groups, related to o0il and
gas, for examp]_.e. Alhose have to be documented and
available, because, as you can imagine, there are going to be
special interest groups who will want to attack it from theirx
own vantage points, and we hope to be able to show that we
have the analytic stuff underneath this that nobody else has
ever had.

It is a very powerful analysis, in my opipion. It
is the very best of the modeling, some of which you have
helped‘provide, and we think it is a very supportable
document, and also will knock down extremists who come in and

want to, from their hip pocket, come up with some new ideas

about how we are going to force thrican people to change

their lifestyle and that sort of thing.

I do not see that happening, and I think we can
begin to manage the national energy program a lot better,

because of the analytic work that has gone on intensively
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over the last 7 months to really bring the Council of
Economic Advisors, the Office of Management and Budget, the
Secﬁétary of the Treasury's Office, our office and others
inté harmony about the cost analysis that has gone on on all
of ﬁhese various options. We have that. It has never been
available before in this kind of integrated way.

MR. MILLER: Mr. Secretary, John Miller, from
Miller Energy, in Michigan. I want to commend you for the

ANUWR

comments which you this morning on Anwar and the

last comment you abbut the need for getting on with
the program and having the technological background and the
ability to do it.

I guess my concern is, for 18 years, roughly now,
we have been contesting in this arena and really haven't
achieved a great deal, and I am wondering if f&u would
comment on how you perceive the selling of this proposition
to be accomplished. I haQe noticed you doing some TV
advertising on energy conservation and things of that nature,
and it doesn’t appear that the Congress is going to lead in
this, at least they haven’t opted to do it for some time, so

we go atout, how de you go abeut, how do
how do”we accomplish getting the groundswell movement of the

general public te the formation of these policies?




jt

MILLER REPORTING CO,, INC.
507 C Street, N.E.

31

SECRETARY WATKINS: Well, one of the wise things
that was done was the President asked us to build this as a
consensus document, to the extent possible, in theégggion,
and this led us to move around the ion and hold hearings
basically in every region of the country, including our non-
contiguous states in the Pacific and in Alaska, and we have
done that religiously.

As a consequence, almost everyfhing we have done is

in the public domain. We did put out an interim report,

which was merely a compendium of public comment, containing

what I would call omni-directional thinking--nuclear is bad,
nuclear is good, gas is good, gas is bad, oil is good, oil is
bad, we love electricity, but we hate oil,-gas and nuélear.
This kind of thing was all in the interim report,
but it was a good docuﬁént, in the sense that it demonstrated
the complexity of the issues, when you try to interrelate
economics and science along with environment and energy
issues. From that, then, we began to wean off from 600
options that were éiven to us, over 600 options to about 60.
We could bring together, we could jell these things in a new
way and package them up in such a way as they began to make

sense, and then we had to separate even wheat from chaff in
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that process during the analysis phase, and that has all been
done,

S50, I think having been open about that in this
process, we have some chance of having some national support.
Now, the bills that are going to come out of the Hill, while
many of those 25 that I mentioned are focused in specific
areas, primarily of constituent interests, there are some
that are going to come out of liké the Senate Energy Commit-
tee. Bennett Johnston, Malcolm Wallop and others on that
ittee are going to have their own energy bill, and that
is going to be comprehensive and it is going to be integrated
and will be along the lines, probably,‘very much into our

concept at this point th e the White House.

So, I think you-eawr see major move this year in
the Cﬁngress to find answers to an integrated energy stra-
tegy, and there.are going to be some gfforts to hold it
together and not allow it to fly apart, not unlike that
process we followed.n1Cj}ané§E}. I don‘t like to link it

with that, because it is totally different, although it is

related. That@ar is a key module in thtional
@rgy@ategy. We have takean@ and p @

as the

1990 base line. You have to do that, because that is the
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downstream. C%E%;;Lre are

some adjustments to that, then that will be reflected in the

second edition,

edition, the fourth edition which
will come ou

So, I think that we have got a chance, and if there
were ever a chance to be successful, isn‘t it now, with the
eventS(fgggégg)have in the Middle East? So, we have to take
advantage of this opportunity ry to get this thing on
track and have all of these interlocking laws that affect us,
and certainly those that tie us up in regulatory bodiesCEE%;:>
eliminated, so we can minimize the damage we have done to
ourselves in diversifying our energy supplies.

So, I think there is a good chance, and we are
going ot need your help, as this thing comes out, to try to
find mechanisms out there to sell it. Obviously, we have to
work on it on the Hill. There are going to be some adjust-
ments, probably, thatlways @have to be made@
compromise, but hopefully we will have a solid enough
analytic underpinning, as I mentioned earlier, to permit for
the first time a cohesive plan to come out, with a variety of
pieces of legislation, regulatory reform, encouragement of

states to come along and to eliminate some of their regulatory
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barriers, certainly in the area of access to gas pipelines.
We have seen 38 backed-up pipeline issues sitting
over in FERC. We have talked to Martin Allday ébout it. We
are going after a lot of those things--hydro reform, so that
we can stop having this S5-year-plus relicensing §n existing
dams with existing turbines. Why do that? Why hot pick up
the existing 20,000 megawatts we can get by not gffecting the
fish and -the ecology and that sort of thing? We know how to
do it. o 9 's get on with it. We can’t do it today,
because no investor wants to have that kind of money tied up
for that length of time before they can get into rate base.
So, that is the kind of thing that is inside the

strateqy, and all of that is a consensus. There isn’t

anybody that is fighting us on the issue of regulatory form

from either side of the aisle. apitol Hill, either. So,

n-,pqg,me.n'l'

you are going to see a big ¥s year and we have got to
hang together on making sure that this stays as an integral
package, because the relationships between the various
elements of it are too closé and too inter-tied to allow it
to be fragmented again, which has given us the situation we

have in th ﬁa on now, and we don‘t want to return to that

fractionated policy.
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CHAIRMAN COOK: One more question.

MR. Qadze,wicz_ + Actually, the nuts and bolts_
of drilling wildcat wells we all know is a tax incentive.
Now, I have a plan which I call the U.S. energy ity tax

edit
plan,/which for every dollar we would get a:s

total government return tax-wise would be about $3, and that
would immediately start several thousand wells to be drilled

in this countr@bee—a—u—se—rily, the independents have a

time raising money for drilling wells, and I would like you
+hat

to comment onl-it, /sir.

CHAIRMAN WATKINS: Well, as you know, in th@dget

-

. . i :
to try to place more lncentlvesnhance oil recovery

in a direction that is along the lines that you mention.

How much can come out of thergy @'ategy, I

don’'t know. We obviously have a significant enhanced research

\

r 'conciliationl, there were a number of measures in there

package geing in, in collaboration with the private sector,
with a lot of burden sharing and so forth on applied tech-

nologies.

We do have some changes to the la tioned,
the@onciliation bill. There is going to be

continuing debate on Capitol Hill on some kind of an oil




jt

MILLER REPORTING CO., INC.
%07 C Sereet, N.E.
Washington. D.C. 20002

L. s dw srgw

36

import fee. Whether that is successful or not, I don’'t know,
but I know already on the Hill there is a great deal of talk
about that, is ¢ time, if it is up above $21, to have a
floor and that sort of thing.

So, all of that will be in debate, and I think that
there is no option left that can’t pick up on your theme, but
I think it is going to have to be placed in balance with
everything else that is up there on the Hill, and that is why
I say it is good to present the options, and if they are not
accepted perhaps in the first package, maybe as the debate
goes on on the Hill, there are going to be tradeoffs and
other approaches‘taken, becausg some of these things have
interlocking ramifications and outcomes connected with them.

Clearly, there have been recommendations coming

into the White House on variable oil import fees for some

ttime. It has been going on ever since we started the energy

strategy development, primarily coming in from the producing
states and their governors. So, we are very well aware of

all of these things. We are very well aware of the indepen-

dent problem vis others, particularly when we get into

ipeline, we get into even the

drawdown and access and what it really means to independents.

Lrog,uo:s

things like airport—
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So, we recognizé that, particularly if we didn’t have Jones
Act waiver.

So, we are trying to do these things in as balancéd
a way as we can, but we can’t solve all the problems in one
sector, because we find that we are running head-long into
some severe opposition from others, so we have tried to
balance it off as best we can across the board. But I can
assure you that there is great sensitivity by the President
and certainly to me and to Henson Moore on the issue of the
independents. We are worried about it and are watching it
very carefully and we will do everything we can always to
make sure that we gren't imposing unnecessarily on them, as
we make oﬁr decision. It is always in.the forefront of our
thinking, and I can guarantee you that it is in the Presi-
dent’'s.

CHAIRMAN COOK: Thank you, Mr. Secretary. We
appreciate your comments and your being here with us, and-we
congratulate you on the job you are doing, especially in
these difficult times. We want to express our appreciation
also to you and your staff for the close cooperation we have
had in working the various issues that you have asked us to

do. Again, our thanks for being here, and let’s give the
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Secretary another round of applause.

[Applause. ]

Over the last 6 months, the &ogncil has been
actively working quest that the.Secretary has asked
for. At our last meeting, he requestea studies on natural
gas and petroleum refining. In July, £he NPC Agenda Committee
met and approved tﬁese requests. 1In quember, they met again
and approved the request for the Council’s assessment of the

factors affecting the short-term pétroleum supply-demand

As provided Articles of Organization, and

recognizing the urgency and importance of these requests, I

butlook.

established NPC Committees on Natural Gas and Refining. We
will hear reports from thﬁégggirmen of those committees later
in our agenda.

I referred the Secretary's request on the short-term
outlook to the NPC Committee on Emeréency Preparedness, which
was working on an earlier request on ways and means to
provide industry expertise during an emergency. Thfiggﬁmittee
has prepared proposed responses to those requests for the
Council’s consideration. These two draft reports were sent

to the Council membership earlier this month, and copies are
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in front of you at your places.

Bob McClements is Chairman of the Emergency

Preparedness Commlttee. (f:;;;;;kEELﬁike to call on him to
present the first of theittee's reports. Bob?

MR. McCLEMENTS: Thank you very much, Lod.

I persohally would like to express my pleasure to be
here this morning_to present for your approval our(géymittee’s
report on providing industry assistance to our government
during emergeﬁcieé.

As ouittee was being formed last spring, our |
world was much different than it is today. There ﬁad been
extensive unprediétable changes in Eastern Europe. The
Berlin Wall had come down, the Sold(%%? was ending, it
appeared that prospects for world peace were never éreater,
that the struggle for power in the world would be based
primarily on economic successes, rather than military ones.

In fact, concern was expressed at the start of our
study that our ability to get people excited and energized
over preparing for emergencies, in the light of the prévailing
optimism that was all around us about peace.

In thﬁigggmiitee's progress report to the NPC

membership in June of 1990, we reported the feeling that,
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although there were reasons for optimism about peace; the
world still had to be concerned over instability and armed
conflicts, particularly in the volatile Middle East.

When I go back and look at those comments, I noted
that we pointed out that Iraq’s aggressive tendencies were
there, and, of course, did that ever prove to be true.

well, what initially seemed to be somewhat an
academic exercise in preparing for emergencies became quite
meaningful on August 2nd, as our views of the probability of
war and likelihood of o0il supply disruptions changed dramatic-
ally.

Against the backdrop of the recent Iraqi crisis and
a response to Secretary Watkins’ request, we have developed
recommendations which we believe provide mechanisms for
improving the ability of the oil induétry and our government
to deal with emergencies.

[Slide. ]

This slide shows the broad membership of our

o

gfamnittee, representing various sizes and types of companies,
as well as differing geographic regions. We were honored to
have John Easton, DOE’s Assistant Secretary for International

Affairs and Energy Emergencies. John is here in the front

MILLER REPORTING CO., INC.
507 C Streer, N.E.
Wachinoron., D.C. 20002
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We established a subcommittee, also with a broad

membership, to study the issues and develop a draft report

for theittee’s review.

[Slide.]

This slide shows the p-’0f our subcommittee.
I would like to personally ﬁhank them for their dedication
and enthusiasm throughout the study.

I would also like to thank the DOE and NPC staffs
for their support. I would like to recognize several members

who led su%éé;gups, focusing on spec1f1c areas under Jim

Nolan’s overall direction.

-Roman- BranstroncexAnocal, who focused on the

@tional @ ensecutiveerve; Steve Goldmank-gf Exxon,

who focused on legal issues; and Jim McNamar§E;§f Texaco, who
focused on the overall philosophy and on what we call Levels
I and II. '

As Lod noted, each member of the Council was sent a
copy of our draft report. I would like now to present an

overview of the report, covering the principal recommendations
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and some important issues raised, and then I would be happy
to address any questions you might have.‘

We can summarize Secretary Watkins’ reque(:jay
focusing on these two questions: By what mechanisms can
industry provide assistance to the Department of Energy
during petroleum supply emergencies? And how should a
petroleuionalensecutiverve, an NDER, be
organized and staffed?

I would like to review the three mechanisms we
recommend, describe the NDER program, and review the key
legal issues ghat affect industry’s ability.to provide
assistance. r

The first level involves individual company
contacts, individuals designated by their companies to serve
as the primary interface with DOE to address supply problems,
such as a pending of existing shortages and price spikes.
These contacts should be the primary interface in all typés
of supply disruptions, particularly for regional smaller
disruptions.

Discussions with DdE would focus on the severity of
the problem for the individual company and what corrective

action the company might take, as well as the company’s view




of the overall probleﬁ. Individual company contacts partially.
exist téday, but the list of contacts is incomplete and in
some cases outdated. ]

Our second level of response is an executive
advisory group. This is a small ad hoc groupiselecied by the
Secretary of Energy to meet with him to provide their
individual assessments of the emergency situation dpring
large supply concerns. The composition of the group would be
determined by the nature of the emergency and the type of
issues the Secretary wishes to address.

For instance, if the worldwide oil supply/demand
balance was a key issue, the group composition would favor
international versus domestic or regional oil companies. The
group would address the severity of the emergency, the pros
and cons of various actions DOE might take, such as the draw-
down of the Strategic Petroleum Reserve, and the other facts
around the situation.

' There are important legal issues with the anti-
trust laws and the Federal Advisory Committee Act which need

to be addressed in the operation of the Executive Advisory

Group. I will discuss those in just a minute.

The final level of industry response is a National

MILLER REPORTING CO,, INC,
307 C Sueer, N.E.
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Defense Executive Reserve, the NDER, whose mission is to

assist DOE to meet critical civilian and military needs for

loil. NDER reservists would bé activated to full-time

government service only for e%treme national emergencies.
Reservists would obtain,security clearance and training to
allow them to function quickl& in a real emergency.

The Secretary specifically asked the Council to
identify a staffing mechanism that would be supported by our
companies. Therefore, as I stated last June, we should be
fully aware of the commitment implicit in our adoptibn of
this report.

Reservists wogld be-selected by DOE from nominations
of individuals by their companies and by individual volunteers

most likely retirees. The organization structure recommended

in our report includes approximately 45 positions. Not all

necessartly

of these positions would’be actiwédted in a real emergency.

The exact needs would depend critically on the nature of the
emergency. The typical time commitment for a reservyégg§;;>
expected to be two-to-five days per year when not activated.
The NDER program, we recommend, it is not new. Similar
reserve groups already exist within the DOE for coal,

electricity, and natural gas.
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We have attempted to limit the size of the reserve.
We assume that market forces will be allowed to work to the
fuilest éxtent possible rather than full government controls.
We also éxpect that the NDER would be activated in stages
rather than all at once. We believe the size and nature of
the emeréency organization needs to be flexible and to evolve
through training of the reserve where functions of individual
reservisﬁs can be more accurately described.

Following the selection of reservists we recommend
a joint effort to enhance existing training and to allow
testing and modification of the proposedhorganization
st;ucturé.

Two significant legal areas are a concern:flict
of interest and a st. Again, I will describe that in a
minute.

?he NDER would be activated only under extreme
conditions. We have recommended five criteria which all must
be met before activation. These are: war or similar
hostilities have broken out or appear likely;.there is a real
or impending significant shortage of oil; the government is
significantly intervening in the market place; legislative

relief from significant legal constraints has been granted,
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such as the conflict of interest; presidential approval of
the need to activate the reserve.

Well, as you can appreciate, these are all very
restrictive. The reserve would be activated only for the
most‘severe national emergencies.

Why so restrictive? We believe market forces
should be relied on as much as possible even in an emergency
to reduce shortages. There is a belief in keeping the experts
with their companies where they ére key to making the supply
system work. We anticipate that many reservists will come
from key positions in their companies where their loss would
reduce the company'’'s effectiveness in dealing with the
emergency. | |

Legal concerns need to be remedied to allow
reservists to function withoﬁt undue constraints or hardship.
Since many of these criteria are subjective, for instance, is
there impending war; is there an oil shortage? Rather than
trying to define each criteria precisely, we have provided
for the President to méke the judgment on the need for
activation. |

And finally, we felt that NDER program would

receive more industry support if activation only would occur
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in severe situations. I mentioned legal issues are very
important in establishing how industry can provide support
for government during emergencies.

I would like to mention briefly several key legal
issues that impact(gégbl II and(ié;hl III responses. First,
the Executive Advisory.Group. Anti-trust laws prohibit
certain actions by competitors that miéht adversely affect
competition. Care must be taken to avoid prohibitive
behavior at any Executive Advisory Groupéég;king, particularly
discussions related to price, future actions companies might
take, and coméetitive information.

To limit the risk of these anti-trust problems, we
recommended an advanced review be made of topics to be

discussed and suggest thatrnment a tjc?‘l‘_ru t counsel be

present to provide guidance on areas of iScussion that are

to be avoided.

Another legal concern with the Executive Advisofy
Group invelves the Federal Advisory Committee Act. This Act
is designed to protect public interest by regulating the
activities of advisory groupé. The National Petroleum
Council, for example, falls under this Act, which requires

public meetings, advance notice of meetings, and broad
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participation of interested parties in the formation of
consenéus advice.

Dépending on the nature of meetings and composition
of the Executive Advisory Group, it may not fall under the
Federal Advisory Committee Act, particularly if its function
is to provide individual advice, not consensus. It deals
with facts and information and is non-recurrent, ad-hoc and
not a standing advisory group. If consensus advice is
desired it may be more appropriate for the Secretary to
request aétion by the NPC.

The largest légal area of concern with the NDER is

the conflict of interest laws which require financial

disclosure, divesture of ene financial holdings, and

limited activities, both duringeral service and after.
Thése laws could place undue hardship on reservists
who may be activated for what could be a relatively short
period of time. Our report describes these concerns in
detail. Legislative-xelief from these constraints is needed
before activatioR yhe NDER is to function effectively.
7 There are also some anti-trust concerns for the

NDER during training activities and after activation that

must also be addressed for the NDER program to be successful.
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For instance, during training, a group of reservists from
competing companies may make a joint recommendation.on how
certain problems could be jointly résolved. There may be
exposure to claims of illegal joint actioﬁ.

In recommending the establishmeﬁt of an NﬁER
program, the NPC has assumed that legal issues would be
resolved before activation based on Secretary Watkins'’
guidance in his request for the NPC study. In 1990, the
Administration recommended éhanges for thé Defense Production
Act to remedy many of these concerns. However, they were not
enacted since Congress allowed this Act to expire. We would
hope that in a serious crisis that appropfiate remedies would
be properly enacted.

In summary, recent events have reinforced the need
for industry assistance tocgégernment during energy
emergeﬁcies. The recommendations in this report should help
us be prepared. The Iragi crisis and the change that is has

caused in the world and in the oil business have illustrated

the need to be prepared.

Mr. Chairman, this completes my presentation. And
I move that the National Petroleum Council adopt subject to

some final editing this report on providing industry
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assistance to the Government during emergencies and its

complete response to the Secretary of Energy’s request.

CHAIRMAN COOK: Thank you, Bob, and for the
excellent job that your Committee has donejon this report. We
have a motion to adopt the Committeeﬂsééé%brt, entitled,
Industry Assistance to Government: Methods-for Providing
Petroleum Industry Expertise During Emergencies.

Do I have a second?

MR. : Second.

CHAIRMAN COOK: Is there any discussion?

[No response.] |

CHAIRMAN COOK: If there is no discussion, we will
vote on the motion.

All of those in favor say, aye.

[A chorus of aye.]

CHAIRMAN COOK: Opposed, nay.

The report is adopted subject to the final editing
that Bob mentioned.

Bob will noﬁ present his Committee’s second
proposed final draft report. Bob?

MR. MCCLEMENTS: Well, thank you, again, Lod.

Qur second report is titled, The Shortééé}m
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Petroleum Outlook: An Examination of Projections and Issues.
Eg§>s report was prepared in response to Admiral Watkins'’
‘request of October 19, 1990. The Secretary sought the
-Cauncil's advice in four main areas as shown on this next
islide. First, the Secretary wanted an assessment of the
-issues shaping the short-term petroleum supp and
outlook. We were then asked to provide guarterly estimates
of U.S. petroleum supply and demand for the first half of
1990 and an analysis of the factors that can,g? ect these
estimates.

In his request, the Secretary recognized the

botential for competence and legal consensus and offered the
EIA short-term energy o é%éo assumptions and results for
the Council’s use. As I will discuss later, we decided to
feview and validate the EIA forecasting précess ahd models in
lieu of preparing a new supply and demand forecast. Given the
nature and urgency of the Secretary’s request, it was
referred to the Committee on Emergency Preparedness. The

Committee agreed to the unusual step of essentially re-

activating the rdinating@committee that worked on the
1989 Nde, Petroleum Storage and Transportation.

As you will recall that study presented an excellent

MILLER REPORTING CO,, INC.
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analysis of the petroleum supply and distribution system and
examined the system’s reéponse to several hypothetical stress
situations. This slide shows the'membeis_of th%éggacommittee
and gives me the opportunity to thank tﬁem once again for the
tremendous amount of work that they putiinto this project.
Their commitment is all the mﬁre significant when
you realize that most of them have seniéEgE;;L
responsibilities for supply and distribution in their
companies. I would particularly like to say a word of

appreciation not only t e team but for the very

strong leadership tha

this(gg}committee..

As the bottom part of the slide shows, two groups

f Marathon provided to

of special assistants were formed; the first to look at
specific issues which affected the short-term outlook; and to
the second, to review the EIA's short-term energy outlook
models.

As an introduction to our findings and conclusions
I know everyone, everyone in this room, is certainly aware of
how complex the world petroleum supply and distribution
system is. I think it is important to refresh our memory,

every once in a while. We, in the United States, are a
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relatively small part of a large world market for crude oil
and réfined products. As you see, the bulk of the world trade
originates in thé Middle East and fans out all over the
world. It should not escape anyone in this country--and I do
have certain peoéle in mind--that the U.S. cannot insulate

{ —~
itself from this world mar eE_pla e.

That, in fact, is T first conclusion and it is
the fundamental underlying principle that runs throughout the
whole report. We then concluded that if there is a disruption
of world oil flows, prices will increase and short-term
product shortages may develop. The Committee cautions,
however, that government actions to artificially lower these
price increases can intensify short-term disruptions and
potentially reduce the longer term effectiveness of the
supply systeﬁ. Price drives the system.

One of the specific areas the Secretary was
concerned about was refining capacity for this winter’s
heating season and into the 1991 driving season. Based on
our analysis and judgment we have concluded that barring a
significant further crude oil disruption, worldwide and
domestic refining and logistical capabilities are adequate to

respond to a wide-range of normal contingencies without
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government intervention. The types of contingencies we
considered normal include unusually severe weather,
unscheduled refinery shutdowns, and pipeline outages.

The key is to allow product imports and exports to
flow freely in response to market conditions. It is important
to note, however, that in spite of the overall adequacy of
refining capacity, the loss of several major sophisticated
refineries or a sharp increase in apparent demand due to
heoarding could cause regionai problems.

Next, we looked at issues surrounding a large
additional reduction in worldwide availability of crude oil.

f hostilities in

Here, we concluded, that at the ou{Zbreak

the Middle East and an_immediate a uncement of the release
of U.S5. and oth-@ategic roleum erves , should
be made. i ‘

President Bush took this action on January 16. We
also recommended that the Jones Act waivers be granted in
conjunction with SPR release to allow timely transportation
of SPR oil. This, too, was done by our President on January
16. We do not yet know if the war or other events will
cause a further crude oil disruption. Right now, the

likelihood appears low and I think we have seen that reflected
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in world oil prices. The study also addressed disruptions

which might be significantly larger than the SPR could

satisfy.

OQur conclusion is that in such a case, government
actions may be required to reduce petroleum demand. We
strongly believe, however, that any such action should be
taken to the extent possible within the framework of market
prices and unrestrained product‘movements both import and
export.

Our final primary conclusion is that a uniform,
statutory and regulatory environment rather than a patchwork
of(g;Lte regulations and controls is needed to maintain the
flexibility of the petroleum supply system to respond in
emergencies.

I wbﬁld like to quickly note four additional
conclusions from the analysis of a further disruption during
the first half of this yeér. First, temporary relaxation of
certain product specifications could increase refinery yields
of heatiné and transportation fuels. The effects of such
actions would be relatively minor and should be considered
only in the most severe emergencies.

Secondly, we recognize that the price increase that
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would accompany a disruption could cause severe hardships to
some elements of our society. Government action should be
directed toward alleviating these hardships.

The report also addressed government actions which
could potentially exacerbate supply problems. One, of
course, is jaw-boning. Another is closing the futures market.

I would like now to describe the projections
portion of our study. As I mentioned at the outset, we
decided that revising the models and process used by EIA to
create the short-term energy outlook would be preferable to
developing new supply/demand projections. The EIA’s energy
study, energy supply/demand prqjections are among the most
complete and generally accepted ones that’are publicly
available.

Dr. Kent and his staff were very cooperative and
open to our review. An NPC team spent a number of days at
EIA studying their process. 1In addition, the group asked EIA
to test this process by varying price and_economic activity
assumptions. The conclusion is that given any reasonable set
of bases,(%%%éj%IA method of producing a short-term ocutlook
yields appropriate and reasonable results. Several minor

areas for improvement were identified but they do not alter
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our basic conclusion.
In closing, I would like to highlight two final
conclusions from our study. The first is that EIA’'sS report,

Petroleum Prices and Profits in the 90 Days Following Zhe

Invasion of Kuwait provided an excellent retrospective

commentary on that difficult period.

Finally, the System Dynamic‘§:x61ume of the NPC

1989 Petroleum Storage and Transportation,ﬂéport has been

validated on two occasions by actual stress situations. We
believe it would well serve anyone, attempting to understanq,
petroleum Supély and logistics to be familiar with that H
report.

Mr. Chaifman, that concludes my presentation of the
draft report as it was approved by the Committee on January
9th. I would like to add that the events of the past week
should not be taken to change the basic findings and
conclusions of this report.

On the table this morning is a draft of the
transmittal letter which on behalf of the Committee I propose
to be bound into both reports to the Secretary; this report

and the one you just approved on Industry Assistance to

Government.
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This letter states that the Council’s support for
the Président's action and suggests that we remain vigilant
to the potential of unexpectéd extreme results of conflict in
the Middle East. One extreme is the oil supply disruption
scenario I have discussed todéy. I think it is the Council’s
responsibility to point out fo the Secretary that the other
extreme could result in an oil price collapse like we saw in
1986, and the resulting increése in import dependence.

Mr. Chairman, I move the adoption of the short-term
outlook report with the transmittal letter included as a part
of both reports from the Committee.

CHATRMAN COOK; Thahk you, Bob.

Your Committee has done an outst job and I

Riad
would like to also add my appreciation tp <Riyadh/an #E bers
of the Committee for the fine work that they did. I know the
. They . co s
enormous amount of time that\4¢he sSpent on this and it is
certainly appreciated by all of us and by the Secretary and
his staff.
These reports are very timely as you can see and
the Secretary indicated this morning that because of the close

interrelationships and the development of the proposals, his

Departmént has already used some of the concepts and ideas
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that are presented in the two reports.

I have a motion to adopt the second report of the

Committee on Emergency Preparedness entitled, Shortf:%rm

Petroleum Outlook: An Examination of Issues and Proijections

and thé transmittal letter. The motion is also to include
the létter to transmit the previous report on providing
industry assistance to the Government. Do I have a second?
| MR. : Second.

CHAIRMAN COOK: Any discussion?

Yes?

MR. ANGELO: Mr. Chairman, Ernest Angelo from
Midland, Texas. I am a little bothered by the blanket
endorsement of the futures trading and I wonder if I am the
only one in this organization that has a concern regarding
the tremendous degree of speculative trading thaﬁ goes on and
also the high probability of insider trading particularly on
the part of OPEC members hose two items, in my mind at

' protodly
least, admittedly from a”high degree of ignorance on the

process that we are creating alse pricing mechanism

rather than a good one. Is anyone else concerned about that?
MR. : Yes, sir.

CHAIRMAN COOK: I do believe that NYMEX has put
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some rules in terms of the volatility aspects of the futures
market. Bob, you want to comment further on what the Committee
thought about that?

MR. MCCLEMENTS: Yes, of course, that was a subject
that received a great deal of review and discussion. But

again, I would comment, first of all, that the NYMEX is not a

market, unto Any restraints, restrictions there and

“Fhot hove movest : :
the tradefs -then immediately moo other markets around the
world. We would agree that there are, in some cases, a need
for perhaps further oversight in the behavior in the Merc.
But as Lod just mentioned, in recent days the Merc did put in
extensive controls. They did put in the concept of maximum
movement in a single day without a break--I am sorry, maximum
movement before a break and then maximum movement within a
total day. That just limits-bot egg§F rude and proguct

But when you go on through that and think about it
and talk to many people,‘the conclusion comes through clearly
that without the Merc, perhaps the price @%;th might have
been indeed higher thah what it was, when it started.

CHAIRMAN COOK: I think there are some who feel

that without the Merc you would have a hoarding phenomenon

that would tend to do the kind of thing that you are talking
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about, as opposed to being able to look out and see what the
market is, how it is behaving vis-a-vis the events at hand
and that tends to perhaps work in the interesf smoothing
the market.

Yes, Dalton?

MR. LDeocls : Mr. Chairman, I am a bit confused.
I noticed that you specifically stated that we do not favor
any governmental action to drive the price of o0il, to effect
the price of oil. But at the same time, I noticed that we
are endorsing the immediate sale of crude oil. -wanglégﬁ
know what our objectives are if there Jgs o actual shortage?
Are we actually endorsing the sale ofil even though
the price may bé driven below $20 a barrel?

CHAIRMAN COOK: Bob? |

MR. MCCLEMENTS: The fundamental basis behind the
recommendation that the SPR be used was to calm the markets.

The perception that we had when the Iragis first moved into

Kuwait, we saw the tremendous run up in the price of crude,

was the concern about short-term supply. And every user of

petroleum products, whether it is the individual consumer and
his natural reflex to go out and fill his automobile tank or

our commercial customers and their natural desire to go out
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and protect their inventory, their belief that what they pay
for oil today will be cheaper than what it will be tomorrow,
tz%%ggzhad the potential for significant disruptions in the’
distribution of petroleum products. And the suggestion of
the use of the SPR when it is appropriate, will indeed,

laces
provide a calming effect to those turbulent mar et‘LD

and avoid panic in the structurejﬂtiéi-gﬁ;SQQET:;L;$g%+Mtrtﬂyi

CHAIRMAN COOK: I think your question to the
Secretary was a good one and I think the way that he answered
it should indicate that that is the concept here is to avoid
panic and to not create an unnecessary disruption.

Anybody else?

Yes? :

MS. %r‘ r. Chairman, I am Carolynom
ABustin, Texas. And I a former mayor of that city and I say
that only to explain that former mayors have suicidal
tendencies and mine haven’t quite subsided and that is the
only reason that the new kid on the block can stand up and
ask a question.

But I am the new kid on the block with the Petroleum
Council and my concern is under the protective summary on

page five, the last( finding and @clusion which states,‘

MILLER REPORTING CO,, INC,

e meom . Rl T
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uniform statutory, regulatory environment rather than a
patchwork ofcg;hte regulations and controls, etc., etc., is

il &
needed to respond to emergencies.

: or suhrh'M"'!,:\.

My initial reaction is that I would rathef se=e= P
something to the effect of Mr. McClementslreference several
times this morning too, something to thezeffect of a sound-
market based system for the production and distribution of
petroleum is the best means of protection in the event of
national emergency. But reading further into there, I
certainly understand and appreciate and I just don’'t have the
background not having been here sooner, perhaps the argument
relates to such things as is referenced on page 11 with oil
spill liability. I can certainly understand needing
uniformity for such things as oil spill liability in coastal
waterways.

My question is, should that particular one be
targeted more or should we define more what emergencies or
extreme emergencies or --I just don’t have the background for
it.

CHAIRMAN COOK: Bob?

MR. MCCLEMENTS: Well, let me address the general

tenor of your comments before the final question. After the

MILLER REPORTING CO., INC.
507 C Sueer, N.E.
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August second invasion, there was within a very short period
of time legislation of some variety to manage allocation or

distribution or prj:_‘ce of petroleum products was initiated in

some 23 a,tes on very short order. Manytes, although

allocating some portion of the petroldum”that—is

28 .
d
@re very concerned that if individual tes

were to go ahead and enact price control, profit control

old in that

measures, allocation measures on a te basis, it would be a
signifiéant disruption to the neighboring @tes@ would
be to our nation. -We feel that anything that if we ever get
to that stage apd we hope that we don't that it would be done
on a national basis as opposed to ate-byte basis.
CHAIRMAN COOK: I tﬁink there was alsoc concern from'
our experiences in the '70’s where we saw some of thils happen
and create artificial disruptions. And that bothered us. I
would like to point out that seniority on the Council is not

lrequir'ed to ask questions so that we are happy to have your

questio@

Anybody else?

[No response. ]
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CHAIRMAN COOK: If there is no further discussion
then, we will vote on the motion. All of those in favor say,
aye?

[A chorus of aye.]

CHAIRMAN COOK: Opposed, no?

[No response.]

CHAIRMAN COQK: The report is adopted, subject to

final editing.

The s that
We can, again, I think--jifi facti I ink we Jjust

who have been
ought to give a round of applause to the people*working on a

very tight scheciule.\:t‘D me:ﬁ'

[Applause. ]

CHAIRMAN COOK: As I mentioned earlier, the Council
has begun the study on@tural. Frank Richardson, the
Chairman of the Committee will now repbrt on their plans.

Frank?

MR. RICHARDSON: Thank you, Lod. I would like to

give you a very quick update on where we think we are headed

(&n\_} NPC Natural Gany. We had our firsittee
meeting just yesterday afternoon sviously I don't

have any study findings but I would like to very, very

briefly touch on two things; the Secretary’s request, and our
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organization to meet this regquest hopefully in our current
very short snapshot of the focus and scope of the study.

Very simply, there are a lot of bullets up on the
request, but very simply, the Secretary asked us to assess
the potential for natural gas making a larger contribution to
our national energy supply.fﬁﬁé also said, in doing this, to
delineate the technical and the economic and the regulatory
constraints, which stand in the way of potentially increasing
our production and our distribution and our use.

Looking at the organization next the NPCéégkmittee
that has volunteered fof this particular study is very large.
It is 42 members. As you can see, the makeup is very broad
which is very desirable because obviously there are many
constituencies in this comélex issue. So we have the eight
integrated oil cbﬁpanies there, you see the 11 independents,
the 11 distribution, the transmission companies and seven in
the other cat gorﬁesu ich include consultants and various
other people who have or organizations that have expertise.

Iﬂ the organization, obviously as Lod said, I have
been asked to be the industry chair. I am very, very pleased

to serve with the Government air, Mr. Bob Gentile who is

at the head table, Assistant Secretary of the Department of
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Energy, and also to se;;7 with the industry(j)cq{gﬁairman,
,":

Ken Lay of Enron, Vice

Tracy from People’s Energy who has particul{f%%%%;%ponsibility

oversight on the distribution.

hair for transmission, and Mr. Gene

What you don’'t see up here on this NPC Committee on
Natural Gas is the outfit that is probably the most important
and certainly the one that is going to do the bulk of the

work and that is therdinatingcommittee. To describe
ol .

for you, just very quickly in a few seconds, we have broken

A

the work of the task effort up into four groups. ~Phey<=-

;;%ctﬂde—s~task group on supply that is headed up by Walt

Piontek of Mobi%??)a task group on transportation and storage
which is headed up by Bill Smith of Southern Natural; a task
group on demand and distribution which is headed up by Mike

Morris of ConsumPower; and a regulatory task group which
£

1
e!‘ hard of Northern Natural.

is headed up by R
So we have supply, transportation and storage,
demand and distribution and regulatory--four task groups that
are about to kick off and go to work. I would say that very
importantly the task groups -also reflect excellent geographic
distribution, obviously excellent functional distribution and

also will be manned by people with various views and various
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constituencies.

We think that on average, about 15-to-20 people
will eventually be named on the task groups. Most offthem
are named now and we are adding some _moxe to make suré that
we do have the right distribution ﬁgif heir next meétq§§5:>
they intend to meet about monthly. |

So regarding the scope of this study, just a couple
of bullets. We are obviously going to make a compreh;nsive
analysis in the four areas. We are going to delineate

restraints in each of the four areas. We are going to--the

thought now wggfé;gelop one or more scenarios-

gas use in which the four study groups or the restraints,

constraints in the four study groégi;%eas are consistent in
every one of the four scenarios or options. That is going to
be a very large task. Then, of course, at the end, we intend
to develop recommendations regarding alternatives or trade-
offs which appear to be useful and make sense in expandiﬂg
natural gas use.

So that’s kind of an overview, obviously. As I
said, we are just in the final stages of the organization.
It is going to be a rather long study. It is a complex

study. There are a lot of points of view we have to take in
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regard and there is a lot of work in making sure that the
options or the scenarios are consistent. We think that
obviously we are going to be-ﬁ% with you giving status
reports. We are going to be rﬁeeting with theittee, the
large committee for overview and we think it will take
probably at least 18 months t6 finish the report.

So, Mr. Chairman, that is all I have at this time
in(ééég;gy of a progress reporf.

CHAIRMAN COOK: Thénk you, Frank.

As Frank indicated this is a progress report, but I
Know
rote/that he would welcome any comments that you may have at
this time about the study.

I think all of us will agree that it is a very
important review of a very important segment of the industry
especially in view of the fact of the potential for natural
gas to play a much larger role in the country’s energy future.

Our final study committee report is from the NPC
Committee on Refining. Ken Derr, Chairman of thittee
will now review the status of the work and the schedule for
its completion.

Ken?

MR. DERR: Thank you, Lod, and good morning. I

MILLER REPORTING €OQ., INC.
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apologize for my voice. I hope I make it through. We’ve got
a little germ warfare going on in northern California,
unfortunaiely, and I don’t think anybody can talk for the
last two weeks .

:Last year, Admiral Watkins requested the NPC to
undertake.a comprehensive study updating the Council’s
petroleum refining‘capacity studies of 1980 and 1986. The
Secretary“asked that the new study focus on the impact of
environmental regulation of refineries and petroleum products.
Specifically, the Secretary’'s letter of request states, and I
quote, "I request that the NPC assess the effects of these
changing conditions on the U.S. refining industry, the
ability of that industry to respond to these changes in a
timely manner, regulatory and other factors that impede the
construction of new capacity, ‘and the potential economic
impacts of this response on American consumers."”

The Secretary’s complete request letter is appended

to the study paper in your packets that you have in front of

you.

To respond to the Secretary’s request, the NPC
established the Committee on Refining. I am honored to have

Linda Stuntsz, qgé’s Deputy Under Secretary for Policy,
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Planning and Analysis, as my Government airman. A

Coordinating Subcommittee and four task groups will assist in
conducting this study. Rosters of’ theittee and the
@Dcommittee are also attached to the papers in front of you.

We held our first meeting on November 12th and, as
one of its first acts, decided on a two-phase approach to the
study. Theittee felt that in view of legislative and
regulatory activities a six-month study product was needed in
addition to a final report. Accordingly, the first phase
will focus on the immediate_ impact he Clean Air Act. The
second phase will be a broader and more detailed examination
of the capabilities of the entire refining industry and the
potential impact of the full range of environmental issues
facing refiners.

Phase I of the studly will describe the impact of
Title II of the 1990 Clean Air Act on the production and
supply of motor gasoline.and diesel fuel in the United
States. Specifically, it is to describe how reformulated and
conventional gasoliné, és well as £ gulfur levels of No. 2
0il might be produced and supplied in the 1992-19%6 tin@

frame. The study will discuss and highlight changes from the

present system, both facilities and methods of operation.
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How industry and government might get from the present system
to the future system will be evaluated. The study will also
comment on regulations and interpretations that would
facilitate the supply of gasoline and No. 2 0il while
complying with the intent of the Clean Air Act. 1In addition,
it will comment on the expected timing for the facilities
expected to be required.

A subgroup of the Coordinating Subcommittee was
formed in November of last year to expedite progress on this
Phase I study. The approach being used is to have a contrac-
tor interview each company represented on the NPC Committee
éﬁ- efining. F;ve interviews have actually been completed to
date.

A retrospective, or what some people call a "Rip
é%;l Winkle" approach, is being used in which interviewees are
asked to accept that they are now in 1996 and find the
industry in compliance with the EPA regulations without
market disruptions. Questions are designed to bring out
interviewees’ views of what had to happen in order to make
that possible. We believe that this approach will result in
a more positive report.

A contractor, McKenzie and Company, will aggregate
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responses to maintain confidentiality of company input. They
will present only aggregations of views to the subgroup where
a report will be prepared by early April. A reéort should be
into the final review process of theittee by May 1 and
to the full Council by late May.

I should point out that this Phase I will not be a
detailed, quantitative review, but it Qas the feeling both of
theittee members and also the Secretary that he needed@)
we needed some initial indications of potential problems in
the refining industry in this country resulting from the
Clean Air Act'so that this could be utilized as input in the
Secretary’s deliberations over the next 12 or more months as
the requlatory process proceeds.

Phase II of the study will determine the physical
changes that have actually occurred in the petroleum refining
industry since the 1986 report. The main focus will be on
evaluation of the capability of the industry, both physiéally
and economically, to produce the guantity and quality of
refined products required in the 1990s. The investment
requirements and other costs associated with meeting the new
environmental legislation and regulations on both refinery

products and the refineries themselves will be considered.
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As a follow-on to the Phase I work, quantitative evaluations
of the fequirements and impacts of the 1990 Clean Air Act and
other environmental initiatives will ‘be made in detail.

Supply and distribution logisticé and product
differentiation will also be reviewed. Fiﬁally, the study
will analyze the capability of the U.S. engineering and
construction industry to provide the processing and other
facilities that will be required by the reéining industry.

In the material before you this morning is a more
detailed description of theittee’ rogress and plans.
As I‘'ve mentioned, the Coordinatin ?ﬁ? ittee is up and
running, and parallel with the Phase I effbrt, four task
groups are being formed: Product Quality, Refinery Facili-
ties; Supply, Demand, and Logistics; and Survey. The
chairmen of these task groups are all in place. The members
are being identified, and initial meetings are scheduled over
the next six weeks.

In closing, I would like to stress the importance
of your help on this project. Your prompt response to the
surveys and requests for participants as we staff up the task
groups will be crucial to the success and the timing of the

study. The U.S. refining industry faces numerous legislative
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and regulatory challenges, and we hopé this study can be very
useful to the Secretary in helping shapezggﬁinistration
policy. ’

Based on the complexity of the issues to be con-
sidered and the levei of detail needed to support the
analysis, the final ieport is expected to be completed in
late 1992. |

Mr. Chairman, that completes our progress report,
and I look forward to presenting a report of Phase I of our
work to you in June. If there are any questions, I'd be
happy to take them.

CHAIRMAN CbOK: Thank you very much, Ken. We do
look forward to that first phase of the report at our next
meeting, whicﬁ will deal primarily, as we understand it, with
the implications of the Cleaﬁ Air Act on the industry.

We are very fortunate to have Ken and Frank to lead
these two study efforts and the people who have already
signed on. As Ken 1ndlcated we hope that you will continue
to be as cooperative as you have been in the past in supplylng
people for the various assignments on these committees, as
well as to deal with the questionnaires and the interviews

that will be conducted by the outside consultant, McKenzie.
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It is very gratifying to see the support throu huih NPC
‘membership for the kind of work that we have been asked to do
by the Secretary.

We have one other administrative report today, and
that’'s from the Finance Committee. As is obvious to you, we
have a great deal of work that’s under way based on these
requests from the Secretary. Support of these studies will
cause us to not only have additional people from the various
members in the Council, but also will require increased
funding. And for the happy task to tell us about that, I'll
call on John Hall, who is the Chairman of the NPC Finance
Committee to present his(gg}mittee's report. John?

MR. HALL: Thank you, Lod.

The Finance Committee met this morning to review
the financial position of the Council. We reviewed the

actual receipts and expenditures for theendarr 1990,

and we are happy to report that the financial position of the

Councii is strong and that 1990 will end with a small
operating surplus.

The So ittee is especially gratified by the
response of you Council members to Lod Cook’s request for

financial contributions. To date, the contributions received
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are over 96 percent of the total amo equested.

dl‘:':CUSS"-'—'d
Theittee neit discussing- fdpding requirements

for, lendar r 1991. - Theittee recommenCouncil

approve a budget in the amount of $3,220,000. This budget

includes funds to finalize in print thergency@paredness
reports that we approere this morning, and funds to

complete Phase I of the(jéfining study and make significant
progress on Phase II. The 1991 budget also includes initial
funds for the(iatural(:és study.

This budget is a substantial increase over our 1990
budget which was approximately $1.8 million. But it does
reflect the activity necessary to properly respond to the
important request of the Secretary. A suﬁstantial pArt of
the Council’s cost of these studies is for consulting and
accounting firms to‘properly protect the sensitivity of each
individual company’s data.

We then discussed member contributions for the
perio& July 1, 1991, to June 30, 1992. We believe that we
will need to increase member contributions for the first time
in several years. 1In fact, the total amount requested from
the members has been about the same for the past 10 years.

It is the Finance Committee’s view at this time that the
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additional moneys we need for 1991 should be taken partly
from the Council’s contingency fund, but in combination with
a cent increase in the amounts we ask you for in the
1991-1992 member contributions.

Thank you, Mr. Chairman. This completes my report,
and I would like to make a motion that the Council adopt the
report of the Finance Committee.

CHAIRMAN COOK: Thank you, John.

As John indicated, we have a 96 percent response
this year thug far on contributions, and we know tha £oF rhe
remaining 4 percent the check is in the mail.

I have a motion to adopt the report of the Finance
Committee. Do I have a second?

VOICE: Second.

CHAIRMAN COOK: Any questions or discussion?

[No response.]

CHAIRMAN COOK: All those in favor, say aye?

[A chorus of ayes.]

CHATIRMAN COOK: Opposed, nay?

(No response.]

CHAIRMAN COOK: The report is adopted.

The next agenda item marks the passing of two
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distinguished Americans who were industry leaders and Council
members. Fred Hartley, the formeqiggairman and(i:ﬁef
@ecutiveficer of Unocal Corporation, served as a member

of the Council from 1965 to 1989. Dr. Armand Hammer,

@airman of theard and@ief @ecutiveicer of Occi-

dental Petroleum, served on the Council from 1968 to _194Q.

s

a moment of silent reflection and prayer in tribute to these

Ladies and gentlemen, I would ask that y for
two very fine geﬁtlemen and good friends of all of us..

[Pause. )

CHAIRMAN COOK: Thank you.

Many members have commented that it wogld be
helpful for us to pick Council meeting dates as far in
advance as possible. I woﬁld like to suggest that our next
meeting be held on Jﬁne 4th. In the early spring, we will
check with Ken Derr on the progress of the first phase of his
ggmmittee's work and confirm that date with you at that time.

Ladies and gentlemen, this brings us to the end of
our formal agenda for this morning. Do any of the Council
members have any other matter to report on at this time?

[No response.]

CHAIRMAN COOK: Are there any non-Council members
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CHAIRMAN COOK: There being no further business,

Ird like to adjourn the meeting. Do I have a motion?
VOICE: So moved.
CHAIRMAN COOK: Second?

VOICE: Second.

CHAIRMAN COOK: All those in favor, say aye?

(A chorus of ayes.]
CHAIRMAN COOK: Opposed?

[No response. ]

CHATRMAN COOK: The 97th meeting of the NPC is

hereby adjourned. Thank you very much.

[Whéreupon, at 10:57 a.m., the meeting was concluded,




